
ology, Inc. 

VIA FEDEX 

August 19,2003 

Docket Control Center 
ARIZONA CORPORATION COMMISSION 
1200 W. Washington Street 
Phoenix, Arizona 85007 

(205) 330-1703 

WEB 
E-Mail bobbi@visiology.com 

CI .  ' . . I  

Arizona Corporation Commission 

DQCKETED 
AUG 2 0 2003 

Re: Docket No. T-03253A-96-0464 
US South Communications, Inc. d/b/a US South and d/b/a INCOMM 

Dear Sir: 

US South Communications, Inc. d/b/a US South and d/b/a INCOMM ( U S  South") herewith 
files its audited financial statements for 2000 and 2001. US South requests an extension until 
August 31, 2003 to file its audited financial statements for 2002 and the remainder of its 
responses to staff's third set of data requests in the above referenced Docket. US South 
apologizes for this delay but prefers to wait to file its 2002 financial statements with the 
auditor's report. 

An original and 13 copies are enclosed. Please acknowledge receipt of this filing by date 
stamping the extra copy of this transmittal letter and returning it in the enclosed prepaid 
envelope. Inquiries pertaining to this filing should be directed to me at (205) 330-1703. 

Yours truly, 

Bobbi Ferguson' 
Consultant to 
US South Communications, Inc. 

Enclosures 

16061 Carmel Bay Drive Northport *Alabama 35475 

mailto:bobbi@visiology.com
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Accountants and 
Management COlI8rthalW 
Grant Thornton LLP 
Tne US vemner Fjrm of 
Grant Thornron iniernaIIonal 

G m t  Thornton 

JteDort  of IndeDendrnt 

Board of Directors and Srodrholdcrs 
U. S. South Commurucanons, Inc. and Subsrdivy 
A h a ,  Georgia 

We have audited the consolidated balance sheers o f  U. S South Commurucanons, Inc. and Subs~chy ,  as of 
December 31, 2001 and 2000 and the rtlnred consolidated sracernenn of e m g s ,  changes in zccumdnted 
defiut and cash flows for the years hm ended. These h a n d  sratements are h e  responubrliry of rhc 
Company's rnaagemenr Our responsibrliry IS to express an opinion on rhmc finanad scatemens based on 
our 1Udirs. 

We conducud our aurkts UI accordance MA audmng standards g r n e d y  acccpred m che Umred S r a ~  of 
Amencn. Those standard:, rcqwc t h w c  we pha and perform che audx to obcvn rca>onablc aasurmce about 
wherhez rhe Gnansal Sraremexzcs arc fiee of m a r d  mssuremenx. An audr  mcludc, cxatnmng, on a test 
basis, evldcncc 5UppOXMg che amoun~s and di,dosurc~ m thc Gnanual sraremenrs hn audat also mdudcs 
asressrng rhc accounhng pruruples used and syuficmr c s m a t t s  made by mnnaggemenr, as well as Nauaang 
&e ove.ra.ll h a n u l l  snrerncnr pressnation We bekwe o w  audin pramdc a rcasonablr basis for our opuuon 

In OW opmon, &e coasolidated finand srarements referred KO abovc prc5cnr fa+, UI all marenal respects. 
rhe consoCdatcd finan~al posiuon of U S South C o m m u c a m n s ,  Inc. and Subsidmy as of December 31. 
2001 and 2000 and rhe consolidared resuits of r h e ~  opeanons and r h u  consolidated cash flows for rhe yeys 
then cndrd, m conforrmry wrh accounhng pnnuples generdy accepred ua thc Umrtd Stares of .Am&ca. 

Abu, Georgia 
1"lay 3,2002 

2300 m ~ b  Towe: 
235 Pracrmee 3. N E. 
AtiMtd GA 303031499 
T ~ I  404 330.2000 
Fax 404 330-2047 

3 
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U. S. South Camrnuaic~aoar, Inc. and Subsidiary 

CONSOLIDATED BALANCE SHEETS 

Dccernbcr 31, 

ASSETS 

2001 2000 

CURRENT ASSETS 
Cash and cauh q m d c n r s  
Trade accounts recavablz, net of an allowance fos doubt& 

Invenroaes 
Prepaid expcmci 
Note recewable 
Deferred rar rssrc 
Osrhcr w e n t  issecs 

nccounts of 5114,789 and $178,159, respecovely 

Tord currear afisers 

PROPERTY AND EQUIPMENT, NET 

OTHER ASSETS 
Sofware devzlapment costs, net 
Costs i~ excess of ner assets acquued, net 
LCC~JCS and trademarks, net 
Due from relared parry 

$ 1,168,363 $ 1,138,728 

6,110,980 7,%50,561 
785,819 95,891 

i43,in 253,132 
166,079 144,101 

- 171,000 
61,693 57,505 

8,436,111 10,711,018 

6,819,085 6,303,024 

325,383 356,971 
1,939.748 1,641,245 
211.813 162,013 
17,505 9,255 

2.394.449 2,169,484 

8 17,749,645 $ 19,183,526 
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LIABILlTCES AND STOCKHOLDER’S EQUITY 

2001 2000 

CURRENT LIABILITtES 
b e  of credit 
Cuaent marunries of long-rem debt 
Trade accounts payable 
Defused revenue 
Due to sella (Note B) 
Accrued liabhacs 
C U S C O M ~ ~  deposits 

Total curkent Iiabilides 

$ 993,162 f 
1,148,336 484,566 

. 6,512,245 9,830,913 
1,332,643 2,049,157 

16,263 849,392 
1,386,363 1,028,046 

13.180 1,637,157 
11,503,058 15,873,231 

LONG TERM DEBT, NET OF CURRENT MATURITIES 4,148,337 2,282,291 

DEFERKED mx LLABILITY 563,000 

COMMITMENTS AND CONTINGENCIES 

STOCKHOLDER’S EQUITY 
Common srock, no par value, 25,000 shares auhorrrred, 

Rctaincd e~rn~lg 

25,000 shares issued and outswximg 10 10 

2,098,155 -559,004 
2.098,145 458,991 

$ 17,749,645 $ 19,183.526 

5 
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U. S. South Cocnmunicatibns, Inc. and Subsidiary 

CONSOLIDATED STATE~~ENTS OF EARNINGS iWD 
CK9NGES IN RETAINED EARNINGS 

Years cnding Decembtr 31, 

2001 2000 

Revenue (Note J) 
Less: D~SCOUCS 

Net revenue 

Cost of revenue (Note G )  

Gross profit 

S e b g ,  general and admuusuauvc 
Expenses 

Operaring profit 

Other mcome (expenses) 
Inrerest espcmc! 
Intcrcst ulcome 
Ocher ulcorne 

Ner earnings before income taxes 

lncomc raxcs (Nore I) 

Net earnings 

Retained earnings (deficit), beginning 

Rcraincd earnings, end 

$ 52,982,324 6 41.977,032 
8,814.71 2 7,429,966 

44,167,612 34,547,076 

25,703,731 21,565~ 14 

18,463,881 11,981,362 

36,869,162 11,886383 

1,594,719 1,095,073 

(471 ,157) 
52,678 
86,373 

1,2656 1 3 

376,5 38 

1,639,15 1 

458,994 

$ 2.09 8,145 f 

(176,374) 
96,229 

t ,014,934 

(404,112) 

610,692 

(151,6381 

458.994 
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U. S. Sou& Commuaicadoas, Iac. and Subsidiary 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

Decrmbcr 31, 

Cash flaws from operaung acnvities: 
Net camanp 
Adjubtments IO reconale ncc carrune to ne1 cash proxqded by 

opecaung acoviaes. 
Provision for doubtful accounrs 
Depreuaaon and amorazauon 
Changes in opcraung assets 2nd LabhncL 

,4ccouncs recuvnble 
Notes receivable 
Due from dared parry 
Inventones 
Prepaid cqenses 
Other assets 
Accouna payable and accrued Labjiocs 
Dtfcrrcd revenoe 
Deferred taxel 
Cummer deposrss 

Net cash provided by (used ra) opcrating acnvmes 

Cash flaw Gam invesdng acrivitirr: 
Piymcnc for business acquired 
Capical expendinues 
Paymenr for Licenses and uadernarks 
Capiralized sofrwarc dwclopmenr cos- 

Net cash used in invesung activities 

Cash flows from financing ~ c ~ i v i r i r s :  
Ner proceeds from @rymenrs on) debt 

Net cash used in financing activities 

Net increase (decrease) in cash 

Cash at beginning of period 

Cash at  end of period 

~ p l e r n c ~ l  Di ficlosures of C&I PI ow Info- 

Cash pad dunng the period for mceresr 

Cash pad for income caxrs 

7 

2002 

5 1,639.151 

343,878 
1,758,148 

1,396,703 
109,955 

(8,250) 
(689,928) 

(21,878) 
(4J 88) 

(3,793,279 
(7 1 6.5 14) 
(392,000) 

(I :623]377) 
(2,003,173) 

(482,: 8 1) 
(1,859,656) 

(6 1,607) 
(186,880) 

(2,590,924) 

3,623,733 
3,023,733 

(370,3Gjj 

2,i 3 a ,728 

I 1,168,363 

-3 471,156 

s 41,506 

zoo0 

f 610,692 

98,112 
1,241,069 

(4,759,573) 
(253,132) 

70,122 
35,634 
1,162 

(76,875) 
5,757,712 

332,000 
388,109 

1,605,096 
5,160,188 

(2,670,716) 
(3,771,78G) 

(18,850) 
~~ 

(0,461,362) 

1,154,848 
1,251,848 

(40.326) 

2,185,054 

'I 2,138,728 

f 17G,374 

7i 3,531 
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U. S. Sou& Commuaicarions, lac. and Subsidiary 

December 31,2001 and 2000 

NOTE A - NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES 

U. S. South Comwcaaons ,  fnc (hc "C0rnpan)r') WAS mcorporaced in Occobec 19%. Thc Company 
prondes p r e p d  telecommucanons ierviccb to customers throughout the Umed Scares rhrough itz 
propnew swtchg platform. 

1. -1 es of Cons- 

T h e  accompanying habcial s c / w n c n t s  have bctn prepared on a consolidated basis. They radudc rhc 
accounts of rhe Company, in 100% owned subndiuy, Inttractive Cornmumcarions Intemaoonal, lac 
Inrerrcnve Cornmicanons InrernsaoaaI, Inc. also provides prcpaad tcIccommunicanons S ~ M C S S  to 
customcrs rhroughout rhe Umttd SQKCS. Dunng 2001, &e sale shareholder of U.S. Sou& 
Commu~cadons, Inc. pirnsfaed his 20% ownush~p of Inreracuvt Commwcaaons Iarernanonal, Inc. to 
the Company. All sgndcanr mercompany accouncs and rransactions have been elinmared. 

The Dcccmber 31,2000 fuanual statanenrs have been prepared on a combed basis 

2. Uw of Emmaces U-I chc 

The preparation of financial sutcmcnrs 1z1 confoaniry wivh generally accepted accounnng pnncipks 
requires managcmcnt IO make c s h a t e i  and assumpnons that vffeCr the reporred arnomts of assets 3nd 
liabdaties and disclosure of conhgent assets ond lnbhcrn a t  chc date of rhe finanal sra~ements and &e 
reporrcd amounts of revenues and cxpcnses dunng &e reporring peaod. Actual results codd differ from 
rhose e s b a r e s  (see Note J). 

3. rn -ll& 
The Compslny consrders all highly hqud rnvesunencs wrh a m a ~ r y  oEone year or less when purchased to 
bc cash equivalents. The carrymg value of cash cquvdcnts approamires fair value. 

At Dccembcr 31, 2001 and 1,000. $60.000 and 680,OW of cash cqurvaknrs was pledged as collateral on a 
lcssc agreement, tespecnvcly. Thas cokteral is decreased .annually bough h e  rernauung Icasc tcrm. 

5. fnvcntcmri 

lnvrntones are smted at the lower of cost or market. Cost IS dcccrmincd umg the first-in, hsr-our (FLFO) 
rncthod lnvenroncs consist prrmady of ceduhr equpment. 

G Prouew and Fouinmm~ 

W properry 2nd quipmenr ax2 recorded at cost Deprecjauon 1y provrded uung p ~ a p a l l y  the sesghr-hnr 
mehod over the cstunared useful Lives of thc rtlared ossets, r a n p g  from rhrcc IO fifteen y w s .  
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U. S. Sourh Communicanoas, Inc. and Subsidiary 

NOTES TO CONSOLIDATED FLNnNCL4.L STATEMENTS - CONTUVUED 

December 31,2001 and 2000 

NOTE A - N.4TURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES - CONTINUED 

All ,o€nvare developmcnr costs are charged ro espmsc 35 mcurrcd unol cechnoiogical feisiblkry ha, been 
esublishcd for rhe product. Software development costs mcuacd 3 f m  ccchnologd feasrbdny has bccn 
embhshed are capicalited and amoruzcd. c o m e n a g  M L ~  producr rdease, on a s m g h r - h e  bars over 
tkcc  y e a s  or h e  useful kfc of the producr, wtuhever i s  shorttr Accumulated vnordzaoon of iofnvate 
development coirs w a s  8396,954-and 9178,386 at December 31,2001 and 2000, respccnvcly Arnorwaaon 
expense charged co operauons vas $218,468 and $178,486, for &e years ended December 31. 2001 and 
2000, respccnvcly. The Compiny capitahzed $186,880 sad $18,650 of s o b e  deveioprnenr costs UI 2001 
and 2000, rcspccavely. 

a. co .n<ez and Trademarks 

The cxccss acqwiuon COSE over rhc fur value of ner assess of a busmess acquurd is amoruzed over 10 
years on a suaghr-lux baws Accumulated amorwanon of cosn m cxc;es.j of net assets acquvcd is $430.046 
and $245,775 ar December 31,2001 and 2000, respecavely Lcenses a d  uademark are b a g  ynorolcd 
on a saarght-be basis ovcr 15 to 20 geus. Accumulated amordzanon on rhrse s s c n  u 551,915 and 
$40,103 at December 31,3001 and 2000, rcspccnvdy 

9. ecn uona . red Cosrs 

T h e  Company's revenue os+atcs from cusrornef usage of prepaid tilling cads and o&er long disrancc 
jm1ccs. U n d e  rhe majoriry of agreemencs with cusromcr3, h c  Company seUs cards at a fired pnce wrh 
normal credt terms. The Company 
r e c o p c s  revenue and reduccs the defexred revenue over rhc penod OC ezamaced usage up to 90 days icfrer 
acnvarion of the ~ 3 r d ~ .  The Company also rcccgnves deferred revenue upon rechuge of erriscing phonc 
cards and rccognues cwcnuc over the period of tsnmaced usage up to 60 days after recharge of chc car&. 
Revenue far any unuscd m,uautes remamhg at  60 days after acnvouon is rccordcd rn fLlil based on past 
expenpence. Rcvcnues for long drsrancc services axe r e c o p e d  35 wc 1s used by &e customer. 

Whtn rhe cuds arc iciivated, deferred revenue is recogwed. 

All advcmsing cosrs are cxpcnsed m rhe penod marred. 
December 31,1001 and 2000, was approxlmirdy I1,243,OOO and $695,000, respccuvely 

Advernsrng expense for t h ~  years ended 

9 
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U. S. South Communications, Inc. and Subsidiary 

&CITES TO CONSOLIDATED FINANCLAL STATEMENTS - CONTINUED 

Drcuabrr 31,2002 and 2000 

NOTE A - NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES - CONTl-”UED 

11 hzmica- xes 

T h e  Company has hled 3 subchapter S ~Icchon to be effectweJanuary 1, 2002. Accordragly, m 2001, h e  
Company clrrmnared i t s  net defcrrcd tax laabrky as rhis wdl never be mnraed at rhc corporare level. 

The Company accaunred for income taxes usucg &e asser and hUy merhd Undcr r)Lls rnerhod, 
deferred tax ~ S S C ~  and liabrliacs were recognrzed €or che funue cax consequences ambucable to diffuenccs 
between rhe fmanaal sratcmcnr carqmg amounw of Exrsong a3scb md liabrLoes and rhek respccnvc tax 
bases Deferred tax assets and Irabdiacs wcrc mcaswd usmg enacred tax rates applitd ro w b l e  uacome 
T ~ s  cffecr on defesrtd tax asiels and Ikbdtacs of a change m cax rare5 was recognued in mcamc 1z1 rhe 
penod char mcludes che enactment dare. A valuaaon allowance was prowdrd for dtfcrred n x  assets when 
xr was more kkely &an not &a[ the asser would not be rcakcd. 

11. Jbfaror Curcomers and Cnnccnrradon of Cr&* 

The Compari)r’s sales and accounts recavable do not rcprtsmr signi6ieanr coacenrrations of crcdic nsk for 
the y e a  ended Deccmbcr 31,2001. 

Sales rn &CC cusrarners iccounccd fot IpproJrimnrely 29% of rod combmed sales for chc year ended 
December 31, 2000. Addtionally, appronmauiy 18% of combmed accounts teceivable at  December 31, 
1000 were &om thrcc customers. T h e  Company has long-rem wnrzacts with these customers. 

13. pair Valur of Fina n&al I n s t r u m  

The Company’s h a n d  insrmmens recarded on rhe balance shccr include cash, accounts reccivablc. 
accowcs payablr and debr. Bccausc of r h u  shoa rnarunues, the carrymg amounr of cash, accounrs 
receivable and occounts payable appsowimares fw marker value The fur d u e  of rhe Company’s long- 
t a m  debt approxrmates caxrylng V ~ U C  based on the ament  races offered co the Compmy for dcbt of 
S l m l a L  cerms. 

NOTE B - BUSINESS ACQUJSITIONS 

On June 30, 7000, the Company acqured cemm as5crs of Cablc & Wrreless Global Card Services, Inc. and 
Czblc & Wveless Global Busmess Sccvic~s. Inc. for ash  consrde~anon of $2,500,000 and rclared duecr 
expenses of $170,726. 

IO 
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U. S. South Communications, Inc. and Subsidiary 

NOTES TO CONSOLIDATED FINANCIAL ST4\TEiWNTS - CONTINUED 

December 31,2001 and 2000 

NOTE B - BUSINESS ACQUISITIONS - CONTINUED 

Effccuve July 1,2000, b e  Company acqwcd certarn assets of Comdara Network Inc Thc: purchase pncc 
of these assets 1, structured as follows: The Company 13 CD pay a ma.mum of $258,000 of the purcha3c 
pnce duhg  thc penod benvtcn Ocrober 1,2000 and December 31,2000 based upon one huadred pcrccnc 
of rhc ncc income gmuatcd by the customers acqued. For h e  pmod January 1,2001 dsrough December 
31, 1004, Jle Company IS to pay a maxmum amounc of $3,750,000 based on fifty pcrccnc of &e ncr 
mcomt gmerared by r h ~  cu>torners acquucd Thrsc payments ace 10 be madc quartedy. As of Dccember 
31,2001, $51 1,201 had been pad by &C Company reprcscnnng rhc rlrrnout €or h e  p a o d  Ocrober 1,2000 
Wough December 31, 2001. G o o d d  has bccn rncreased by the amounc of these payments. AS of 
Decembez 31, 2001 and 2000, chc Company has accrued $16,263 and $949,392, rtspccavely, due KO thc 
.cllcr which represents Opcr'Mg expenses p a d  by the seller OII behdf of the Compnny 

All acqmsioons have bccn accounred for usmg rhc purchase method of nccounung Accordulgly, the 

vwous assets acquited have been xecosded 3c t h c u  rrspecnve csamared farr values as of the ditcs of 
acq&inoa. Thee were no kabAnes assumcd. The results of o p a n o n i  of the acqued busmesses have 
been rncluded m the accompanying rtarcmcnts of operauons smce the dart, of acqwauon 

T h c  follourlng summanzc~ the allocauon of rhc purchase prices to the malor categories o€ ~ s s c c s  acquired 
for heye acquisinons in 2000. 

Accouncs seccivablc 
inventory 
Computers and cqwpmenr 
Carricr deposits 
G o o d 4  recorded 

1 935,610 
50,000 
100,000 
500.000 

1,333,833 
1,925,433 

Less purchasc pnce accrued (254,707) 

2,670.72 6 Cash paAd, rnc lubg  relnred expenses of 8170,726 4 

NOTE C - NOTE RECEIVABLE 

Duwg 2000, rhc Company convetrcd an ~ C C O U ~ C  reccivablr rnto n note sectivabic. The note i s  payable UI 
monthly mdlmenrs w3, h a 1  msrallmenr due on October 10,200'1. Thc note accrues mrccrcsr 3c 10"/0 per 
annum. 

11 
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U. S. South Communications, he. and Subsidiary 

N O E S  TO CONSOLIDATED FINANCIAL STATEMU?4TS - CONTINUED 

December 31,2001 and ZOO0 

NOTE D - DUE FROM RELATED PARTY 

AK December 31, 2001 and 2000, rhe Company had a $17,505 ond$9,255 loan LO ~ t s  sole sharcholdcr, 
respectively. The merest m e  on the loan IS 5% wirh pnncipal and inretesr payablc on Dccembu. 31,2003 

NOTE E - PROPER= AND EQUIPMENT 

Ptopery and Equpmenr at Dccembsr 31,2001 and 2000 u e  swmanzcd as foUows: 

2001 2000 

Equpmcnc 
- Furniture and fixrues 

$ 12,049,807 f 10,271,783 
325,211 265,342 

Leasehold improvements 

Less accwnulatcd deprcciauon 

596,601 574,849 
12.97 1,629 11,111,974 

$ 6,819,085 $ 6,303,029 

NOTE F - LONG TERM DEBT 

Long retm debt consms of the following: 

200 1 2000 

Note Payable to Y bank PC an miexrtst ratc of 8%. 
Payable m monthly rasrallments bough  Ocrobcr 2004 
collaccsahzcd by a vchlclc. 3 19,842 f 25,834 

Note payable to a bank wirh no interest psryable. 
Prrnopal due ~n annual urstallments rhrough 2003 

NOW payable 31 an unputed mtcrcir rate of7.5% 
(Note G). Payable in monthly i n s n l l m e n ~ s  Jsraugh 
December 2003 

capital Lease obligations 

Lcss currmt matunnc5 

20,000 +o,ooo 

304,145 

4,153,341 2,701,073 
5,397,428 2,166,857 

12 
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U. S.  South Communications, Inc. and Subsidiary 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

Dcccmbcr 31,2001 and 2000 

NOTE F - LONG TERM DEBT - CONTINUED 

The Company leases cacaxn equpmenr under agreemenrs classified 3s capicd i c a h e b .  Most equpmcnr 
leases have p u c c h n ~  opnons ac the End of the o n p a l  l e s e  tern. The effccavc mceresr rare on these leabes 
rangc horn 9.S0/u to 11.1%. Ptopzrty and equrpmmr ac December 31,2001 and 2000 includes the followg 
amounts for rhese leases: 

1001 2000 

Equapmenr and msrallinon 
Accumulated depreciaaon 

f 6,029,920 $ 5,218,208 
(2,532,566) (2,143,368) 

t 3,497,354 $ 3,074,840. 

Funue minrmUm payments of capital leases as of December 31,1001 u e  as follows: 

Years cnding 
2009 
2003 
2004 
2005 
2006 

TOPA minimum lcisc payments 
Less amount represennng mrcrcst 

Present value of der muumum lase payments 

$ 1,410,323 

1,410,323 
1,044,130 
143.409 

j.518.308 
(1,065,367) 

1,410,323 

0 4,453,341 

The capiral kasc agreements rnclude cerram covenant3 chat piace resmcoons on the Company as to debt 
scmce covenge, rnnmurn cash balances and resmcnons on rhc arnounr of addruonal debt dowable. as 
defined m rhc agreement. Aj of Deccmbcr 31, 2001, che Company w a s  rn romphance with, or had 
obrained w v e r s  for, al l  of rheso covenants. 

W r r  ,4mccrnent - 
The Company has a Cxe&r Agrccrncnt vnrh a frnanud msnmuon, colLireralved by all assets of thc 
Company, &hat erprro November 30,2002 and provldcs for bonowmgs of up to $5,000,000. Lntcroc on 
ouarandhg borrowmgs 1s payable monthly at the 30-day commeru~l paper rate plus 3.75% (4.53% at  
December 31, 2001) -4r December 31, 2001 and 2000, t h e  oursrandmg balance was $993,162 md $0, 
cespccavelg The crcdlc agreement mcludes c e r w  covcnants h a t ,  among orhcr dungs, place rcmcuons 
O n  the Company as IO a f k d  charge covcragc ran0 And debt KO EBITDA ram ns defmcd m chc agreemcnr 
As of December 31,2001, rhc Company war m compLance wrh, or had obcamed UrYvers fox, zu of rhese 
covcnan IS. 
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AUG-18-03 12:37 FROM-U S SOUTH/INCOMM T-786 P.O4/17 F-893 

U. S. Sou& Communications, Inc. and Subsidiary 

NOTES TO CONSOLLD-4TED FINANCIAL STATEAMENTS - CONTINUED 

December 31.2001 and 2000 

NOTE G - COMMITMENTS AND CONTINGENCIES 

Thc Company leases c e r m  facikoci and rqllrpmenr under 3greunenrs classified 3s operang leases. Total 
t end  T e n s e  unda all opcramg lease auangemenrs was approxunarely $775,000 and $663,000 for the 
years eaded December 31, 2001 and 2000. respecnvely.' Followmg 1s a 'summasy of approxlmare & w e  
&urn lease payments due under opcraang lrnsr sgrecrnencs as of December 31,1001: 

Ye= endmg 
1002 
2003 
2004 

- 2005 - 
2006 
Thereafter 

f 793,746 
560.812 
417,854 

216,993 
49,921 

334,335 

3 2,373,666 

Claims and Lum don 

In December 2001, &C Company reached a scrdcmcnt igrcancnr 111 IU lawsulr M C ~  one of its 
tclccammurucaaons providers. Ar Decanber 32, 2000 the Company had accrued a $2.8 d o n  Iiabrlrty 
relaary to h s  bdWSUL Undu rhc sctdement igrermenb rhe Cornpiny E nxpieci to pay $1 0 d o n  KO h e  
celecommurucauons provlder m monthly rnsra l lm~~s  through Dcccmbcr 2003 Grh mpured werest 
payable at 7.5Yo. T h e  rcmauung $1 8 &on that was pcmousiy accrucd 1s recorded as a decrease m rhc 
cosr of revenue for J ~ c  year ended December 31, 2001 m the accompanymg consohdared smcemenr~ of 
earrungs and changes in rsulded eltnrngs 

The Company LS rnvolvcd u1 vanous cIaims and lingauon, whch ;Irisc m chc ocdmuy course of busmess In 
rhe opuon  of managemenb che amount of dornase hb3rry wrh rcspccr to thrsc: acuons w d  nor marenally 
a€fect the Gnanaal pouaon of the Company. 

NOTE H - QUALIFIED RETIREMENT PLAN 

The Company has a quakficd reoremear plan whereby all aployces rneemg ehgbhry rcqwcmcnrs blsed 
on nurnbcr of hours worked and length of service may clcct to make nx-deferred contnbunons ondu  
Sccnon 401@) OC the Znternal Rcvenue Code. The Company's conrribuaon 1s detcrmmcd at h e  discrcuon 
of chc board of disecrors. Thc Company conrnbuccd $51,719 *and $42,198 dunng the years ended 
December 31,2001 and 2000, respecnvcly. 
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U. S. Sou& Commurucauons, Inc. and Subsidiary 

NOTES TO C O N S O D L D  FINANCIAL STATEMEWS - CONTINUED 

Decembrr 31,2001 and ZOO0 

NOTE I - INCOME TAXES 

Thc mcome tax provrsion conustcd of the foilowg. 

2001 2000 

Cmenr 
Def-ed 

0 .  15,462 t 12,242 
(392,000) 392,000 

f (37 6, s 3 a) $ 404,242 

The Company has fled a subchapter S demon to be cffecnve January 1,2002. hccordmgly III 2001, the 
Company recordcd a deferred tax bencfit of $392,000 as a rcsulr of rhe elimmanoo of ner dtfcrred tax 
tablkucs, whch will nevtr be mcuned at rhe corporate level. For thc y w s  ended Dcccmbcr 32,2001 md 
2000, the current expease mount of $15,462 and $12,242, respecavcly, represents ultanarivc snuwnusn 
raxcs only as the Company u&ed operzung 1 0 ~ s  carryfocwards. 

NOTE J - CHANGE IN ACCOUNTING ESTIMATE 

Dumg 2001, &e Company reviewcd its merhod used for csumapng defcrred revenue and d e r m c d  chit 
clrcurnstanccs had changed sufficizndy ro warrant a chrngc ua d u s  e s m a t c .  Ths chmge in accoannng 
estunare mcreascd the Company’s 2001 consohdared net revcnurs by ~1,301,000. 

NOTE K- RECENT ACCOUNTING PRONOUNCEMENTS 

In J d y  2001, chc Fmanual Accounrsng Srandards Board (FASB) issucd Statement of Fmanal Accounmg 
SmnJKds (SFAS) 141, BqSJccii cumknarroxr, md SFAS 142, Gooddl  unci Inlangzbk -4m:s. SFAS 141 15 
effecuve for dl busmcss combrnaaons compiered aftcr June 30,2001. Sf-1.S 142 i s  effzcnvc for fiscal years 
b e p a n g  ifrer Decembrr 15, 2001, however, certain provrstons of d m  Scaternenc apply IO g o o d d  and 
orher mrmgiblc msers acquued beween July 1,2001 3nd rhc cffccnvc date of SFAS 142 
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U. S. South Communicadom, IUC- md Subsidiary 

N O E S  TO CONSOLIDATED FINANCIAL STAl”T!j - C0”lX’JUED 

December 31,2001 and 2000 

NOTE R; -RECENT ACCOUNTING PRONOUNCEMENTS - CONTINUED 

Malor promions of rhese Starancnts and their cffccuvc dates for the Company arc as Follows. 

all business conibrnadons hdarcd aftcr June 30,2001, must use the purchase mcrhod of accounung. 
The pooling of KI~CTCSK method of accounang is prohahired excep~ for wnsactioas ininxed before 
July 1,2001. 
Inrangble users acquued rn a business cornbaaon must be separately recorded born p o d d  d 
they anse ftom conaacrual or other legal +rs or arc sepprrrable from rhe acqwed cnmy and can be 
sold, Pansfazed, licensed, rented or exchanged, eirher individually or as parr o f  a related concracr, 
asset ar liability. 
goodd,  as well as intangrble assers with ladehre lives, acquired nftez June 30, 2001, unll nor be 
amortized. Effective January 1, 2002, ail previously recognized g o o d d  and iarpngrblc asset5 wth 
indebre livcs WIII no longer be sublecr co ~amo&adoa. 
effecave J a n u q  ’1, 2002, goodwill and intangblc asscts wirh indchtc  lives will bc ccsctd for 
itnpaumcnr annually 2nd whcraever &ere i s  an rmpaLmcnc indinrot. 
all acquired g o o d d  must be assigned to KepOrMg m t s  for purposes of impairment resting and 
segment r e p o m p  

0 

- 
In July 1001, &e FASB issurd StaKemenr of financial Accoundng Standards (SFAS) No. 143, -4crmntin& 
AJRf hnremcwr o&hgurim. This Scacemenr addresses financial accaundng and reponing for obligauons 
assouared wrh thc reraremenr o€ mngrble long-bed asses and &e associated asst t  rccuemcnt costs. T h ~ s  
Statcmmt apples ro ad enaries. Ir applies to lcgal oblpdons ‘associated unda Jlc sctUernenc of long-lved 
assets rhnr result horn rhe acqwcnon, construtdon, devcloprnenr, and (or) rhc n o d  operadon of a long- 
lived a s m ,  zxccpt fur cerwn oblrgadons of lessees. T h s  Staremcnr i s  effective for finanual sratcmcnts 
issued for fiscal years hegruung afttr June 15, 2002. 

In Augusr 2001, the FASB issued SFAS No. 144, ALroxnziig/oT F ~ S  h p u h J & f  or DirporOr OfLOng-Lucd -4nefi. 
&E Staremenr addresses h a n d  nccounting and repordog for the impaismcnr or &polid of long-lived 
3sseIs and supersedes FASB Statement No. 121, -4rrornrirrgfor fhr Impa:mmr u/hng-f iwdAsr& und)t 
Lwd -4JKCrJ. Io Ba Dqorcd of The provisions of &e Srarernenr srre effective for hand srarcmcnts mucd 
for Gscd yeirs beganning after Deccmber 15, 2001 

&hOUgh i t  IS sd rcvlewulg rhe pcovuionr of rhesc Sratcmcncs, rmnagcmcnt’s p r e h a r y  assessment i s  
&at rhese Statements d nor have a marcnd imprcr on the Company’s financial position at results of 
opennons. 

16 


